AMENDED IN SENATE MAY 14, 2007
AMENDED IN SENATE APRIL 9, 2007

SENATE BILL No. 359

Introduced by Senators Runner and Dutton

February 20, 2007

An act to amend Sections 17052.12-and-23609-of to-amend,—add;
6377-6902.5,-17053-36,-17053-37-17053-85,-1 705386, 23636, 2363F
23685;-and-23686-of, 23609, and 25128 of, and to add and repeal
Section 6357.7 of, the Revenue and Taxation Code, relating to taxation,
to take effect immediately, tax levy.

LEGISLATIVE COUNSEL’S DIGEST

SB 359, as amended, Runner. Sales and use taxes: exemptions:

income and corporation taxes: credits:—guatified—motion—picture

produetion: corporation tax allocations.
(1) The Sales and Use Tax Law imposes a tax on the gross receipts

from the sale in this state of, or the storage, use, or other consumption
in this state of, tangible personal property. That law provides various
exemptions from that tax, including an exemption for the gross receipts
from the sale of, and the storage, use, or other consumption of, fuel and
petroleum products sold to an air common carrier for immediate
consumption or shipment in the conduct of its business on an
international flight.

This bill would, from January 1, 2008, until an December 31, 2017,
exempt from those state taxes gross receipts in excess of-$1-88 $1.66
per gallon derived from the sale in this state of, and the storage, use, or
other consumption in this state of, fuel and petroleum products sold to
or purchased by an air common carrier on a domestic flight, as specified.
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(2) The Personal Income Tax Law and the Corporation Tax Law, by
reference to a specified federal statute, allow a credit against taxes
imposed by those laws for increasing research expenses, as defined. In
general, the amount of the credit under both laws is equal to 15% of
the excess of the qualified research expenses, as defined, for the taxable
year over the base amount, as defined, and, in addition, for purposes of
the Corporation Tax Law, 24% of the basic research payments, as
defined. The term “base amount” means the product of the average
annual gross receipts of the taxpayer for each of the specified years
preceding the taxable year and the fixed-base percentage, as defined,
but in no event less than 50% of the qualified research expenses for the
taxable year. A taxpayer may elect an alternative incremental credit for
increasing research expenses in modified conformity to federal income
tax laws.

This bill would modify the credit for increasing research expenses to
16% of the excess of the qualified research expenses. This bill would
also make modification to alternative incremental credit provided under
those federal income tax laws.
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(3) The Corporation Tax Law imposes taxes measured by income
and, in the case of a business with income derived from, or attributable
to, sources both within and without this state, apportions the income
between this state and other states and foreign countries in accordance
with a specified 4-factor formula, except as otherwise provided.

This bill, for taxable years beginning on or after January 1, 2007,
would allow a taxpayer that is a member of the apportioning trade or
business to elect, by contracting with the Franchise Tax Board, as
provided, to apportion its business income to this state by utilizing one
of the revised apportionment formulas, as specified.

(4) Counties and cities are authorized to impose local sales and use
taxes in conformity with state sales and use taxes. Exemptions from
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state sales and use taxes enacted by the Legislature are automatically
incorporated into the local taxes.

This bill would specify that this exemption does not apply to local
sales or transactions and use taxes, unless the governing body of the
taxing county, city, or district votes otherwise.

(5) This bill would take effect immediately as a tax levy.

Vote: majority. Appropriation: no. Fiscal committee: yes.

State-mandated local program: -yesno.

The people of the State of California do enact as follows:

SECTION 1. Section 6357.7 is added to the Revenue and
Taxation Code, to read:

6357.7. (a) From January 1, 2008, to December 31, 2017,
inclusive, there are exempted from the taxes imposed by this part,
those gross receipts in excess of one dollar-eighty-eight—cents
{$1:88) sixty-six cents ($1.66) per gallon derived from the sale in
this state of, or the storage, use, or other consumption in this state
of, fuel and petroleum products sold to or purchased by an air
common carrier for consumption or shipment in the conduct of its
business as an air common carrier, on a domestic flight.

(b) To qualify for the exemption, the air common carrier shall
furnish to the seller an exemption certificate in the form prescribed
by the board. Acceptance in good faith of that certificate shall
relieve the seller from liability for the sales tax exempted under
this section.

(c) For purposes of this section, the following definitions apply:

(1) “Aircommon carrier” has the same meaning as that set forth
in Section 23046 of the Business and Professions Code.

(2) “Domestic flight” means a flight whose final destination is
a point inside of the United States, including its territories.

(d) Any air common carrier claiming exemption under this
section, who is not required to hold a valid seller’s permit, shall
be required to register with the board and obtain a fuel exemption
registration number, and shall be required to file returns as the
board may prescribe, either if the board notifies the carrier that
returns must be filed or if the carrier is liable for taxes based upon
consumption or transportation of fuel or petroleum products
erroneously claimed as exempt under this section.
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(e) An air common carrier claiming an exemption under this
section, upon request, shall make available to the board records,
including, but not limited to, a copy of a log abstract, an air wayhbill,
or a cargo manifest, documenting its consumption or transportation
of the fuel or petroleum products on a domestic flight and the
amount claimed as exempt. If the carrier fails to provide these
records upon request, the board may revoke the carrier’s fuel
exemption registration number.

(f) The board may require any air common carrier claiming an
exemption under this section and required to obtain a fuel
exemption registration number, to place with it such security as
the board may determine pursuant to Section 6701.

(9) Pursuant to this section, any use of the fuel and petroleum
products by the purchasing carrier, other than that incident to the
delivery of the fuel and petroleum products to the carrier and the
consumption or transportation of the fuel and petroleum products
by the carrier on a domestic flight for use in the conduct of its
business as a common carrier, or a failure of the carrier to document
its consumption or transportation of the fuel and petroleum
products on a domestic flight, shall subject the carrier to liability
for payment of sales tax as if it were a retailer making a retail sale
of the property at the time of that use or failure, and the sales price
of the property to it shall be deemed to be the gross receipts from
the retail sale.

(h) Notwithstanding any provision of the Bradley-Burns
Uniform Local Sales and Use Tax Law (Part 1.5 (commencing
with Section 7200)) or the Transactions and Use Tax Law (Part
1.6 (commencing with Section 7251)), the exemption established
by this section shall not apply with respect to any tax levied by a
county, city, or district pursuant to, or in accordance with, either
of those laws, unless approved by the local government that would
otherwise receive the revenues derived from the taxes imposed
under those laws.

(i) This section shall remain in effect only until January 1, 2018,
and as of that date is repealed.
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SECH-

SEC. 2. Section 17052.12 of the Revenue and Taxation Code
is amended to read:

17052.12. For each taxable year beginning on or after January
1, 1987, there shall be allowed as a credit against the “net tax” (as
defined by Section 17039) for the taxable year an amount
determined in accordance with Section 41 of the Internal Revenue
Code, except as follows:

(@) For each taxable year beginning before January 1, 1997, the
reference to “20 percent” in Section 41(a)(1) of the Internal
Revenue Code is modified to read “8 percent.”

(b) (1) For each taxable year beginning on or after January 1,
1997, and before January 1, 1999, the reference to “20 percent”
in Section 41(a)(1) of the Internal Revenue Code is modified to
read “11 percent.”
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(2) For each taxable year beginning on or after January 1, 1999,
and before January 1, 2000, the reference to “20 percent” in Section
41(a)(1) of the Internal Revenue Code is modified to read “12
percent.”

(3) Foreach taxable year beginning on or after January 1, 2000,
and before January 1, 2007, the reference to “20 percent” in Section
41(a)(1) of the Internal Revenue Code is modified to read “15
percent.”

(4) Foreach taxable year beginning on or after January 1, 2007,
the reference to “20 percent” in Section 41(a)(1) of the-nternal
Revenue-Coedeis-modifiedtoread—16-percent” Internal Revenue
Code shall apply.

(c) Section 41(a)(2) of the Internal Revenue Code, relating to
basic research payments, shall not apply.

(d) “Qualified research” shall include only research conducted
in California.

(e) In the case where the credit allowed under this section
exceeds the “net tax,” the excess may be carried over to reduce
the “net tax” in the following year, and succeeding years if
necessary, until the credit has been exhausted.

(f) (1) With respect to any expense paid or incurred after the
operative date of Section 6378, Section 41(b)(1) of the Internal
Revenue Code is modified to exclude from the definition of
“qualified research expense” any amount paid or incurred for
tangible personal property that is eligible for the exemption from
sales or use tax under Section 6378.

(2) Foreach taxable year beginning on or after January 1, 1998,
the reference to “Section 501(a)” in Section 41(b)(3)(C) of the
Internal Revenue Code, relating to contract research expenses, is
modified to read “this part or Part 11 (commencing with Section
23001).”

(9) (1) For each taxable year beginning on or after January 1,
2000, and before January 1, 2007:

(A) The reference to “2.65 percent” in Section 41(c)(4)(A)(i)
of the Internal Revenue Code is modified to read “one and
forty-nine hundredths of one percent.”

(B) The reference to “3.2 percent” in Section 41(c)(4)(A)(ii) of
the Internal Revenue Code is modified to read *“one and
ninety-eight hundredths of one percent.”
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(C) The reference to “3.75 percent” in Section 41(c)(4)(A)(iii)
of the Internal Revenue Code is modified to read “two and
forty-eight hundredths of one percent.”

&)Foreachtaxableyearbeginningon-orafterJanuary-1,2007

(2) For each taxable year beginning on or after January 1,
2007, Section 41(c)(4) of the Internal Revenue Code, relating to
the election of the alternative incremental credit, shall apply.

(3) Section 41(c)(4)(B) shall not apply and in lieu thereof an
election under Section 41(c)(4)(A) of the Internal Revenue Code
may be made for any taxable year of the taxpayer beginning on or
after January 1, 1998. That election shall apply to the taxable year
for which made and all succeeding taxable years unless revoked
with the consent of the Franchise Tax Board.

(4) Section 41(c)(6) of the Internal Revenue Code, relating to
gross receipts, is modified to take into account only those gross
receipts from the sale of property held primarily for sale to
customers in the ordinary course of the taxpayer’s trade or business
that is delivered or shipped to a purchaser within this state,
regardless of f.0.b. point or any other condition of the sale.

(h) Section 41(h) of the Internal Revenue Code, relating to
termination, shall not apply.

(i) Section 41(g) of the Internal Revenue Code, relating to
special rule for passthrough of credit, is modified by each of the
following:

(1) The last sentence shall not apply.

(2) If the amount determined under Section 41(a) of the Internal
Revenue Code for any taxable year exceeds the limitation of
Section 41(g) of the Internal Revenue Code, that amount may be
carried over to other taxable years under the rules of subdivision
(e); except that the limitation of Section 41(g) of the Internal
Revenue Code shall be taken into account in each subsequent
taxable year.
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SEC9:

SEC. 3. Section 23609 of the Revenue and Taxation Code is
amended to read:

23609. For each taxable year beginning on or after January 1,
1987, there shall be allowed as a credit against the “tax” (as defined
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by Section 23036) an amount determined in accordance with
Section 41 of the Internal Revenue Code, except as follows:

(@) For each taxable year beginning before January 1, 1997,
both of the following modifications shall apply:

(1) The reference to “20 percent” in Section 41(a)(1) of the
Internal Revenue Code is modified to read “8 percent.”

(2) The reference to “20 percent” in Section 41(a)(2) of the
Internal Revenue Code is modified to read “12 percent.”

(b) (1) For each taxable year beginning on or after January 1,
1997, and before January 1, 1999, both of the following
modifications shall apply:

(A) The reference to “20 percent” in Section 41(a)(1) of the
Internal Revenue Code is modified to read “11 percent.”

(B) The reference to “20 percent” in Section 41(a)(2) of the
Internal Revenue Code is modified to read “24 percent.”

(2) For each taxable year beginning on or after January 1, 1999,
and before January 1, 2000, both of the following shall apply:

(A) The reference to “20 percent” in Section 41(a)(1) of the
Internal Revenue Code is modified to read “12 percent.”

(B) The reference to “20 percent” in Section 41(a)(2) of the
Internal Revenue Code is modified to read “24 percent.”

(3) Foreach taxable year beginning on or after January 1, 2000,
and before January 1, 2007, both of the following shall apply:

(A) The reference to “20 percent” in Section 41(a)(1) of the
Internal Revenue Code is modified to read “15 percent.”

(B) The reference to “20 percent” in Section 41(a)(2) of the
Internal Revenue Code is modified to read “24 percent.”

(4) Foreach taxable year beginning on or after January 1, 2007,
both of the following shall apply:

(A) The reference to “20 percent” in Section 41(a)(1) of the
trternal-Revenue-Code-is-modifiedto-read—16-pereent™ Internal
Revenue Code shall apply.

(B) The reference to “20 percent” in Section 41(a)(2) of the
Internal Revenue Code is modified to read “24 percent.”

(c) (1) With respect to any expense paid or incurred after the
operative date of Section 6378, Section 41(b)(1) of the Internal
Revenue Code is modified to exclude from the definition of
“qualified research expense” any amount paid or incurred for
tangible personal property that is eligible for the exemption from
sales or use tax under Section 6378.
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(2) “Qualified research” and “basic research” shall include only
research conducted in California.

(d) The provisions of Section 41(e)(7)(A) of the Internal
Revenue Code, shall be modified so that “basic research,” for
purposes of this section, includes any basic or applied research
including scientific inquiry or original investigation for the
advancement of scientific or engineering knowledge or the
improved effectiveness of commercial products, except that the
term does not include any of the following:

(1) Basic research conducted outside California.

(2) Basic research in the social sciences, arts, or humanities.

(3) Basic research for the purpose of improving a commercial
product if the improvements relate to style, taste, cosmetic, or
seasonal design factors.

(4) Any expenditure paid or incurred for the purpose of
ascertaining the existence, location, extent, or quality of any deposit
of ore or other mineral (including oil and gas).

(e) (1) In the case of a taxpayer engaged in any
biopharmaceutical research activities that are described in Codes
2833 to 2836, inclusive, or any research activities that are described
in Codes 3826, 3829, or 3841 to 3845, inclusive, of the Standard
Industrial Classification (SIC) Manual published by the United
States Office of Management and Budget, 1987 edition, or any
other biotechnology research and development activities, the
provisions of Section 41(e)(6) of the Internal Revenue Code shall
be modified to include both of the following:

(A) A qualified organization as described in Section
170(b)(1)(A)(iii) of the Internal Revenue Code and owned by an
institution of higher education as described in Section 3304(f) of
the Internal Revenue Code.

(B) A charitable research hospital owned by an organization
that is described in Section 501(c)(3) of the Internal Revenue Code,
is exempt from taxation under Section 501(a) of the Internal
Revenue Code, is not a private foundation, is designated a
“specialized laboratory cancer center,” and has received Clinical
Cancer Research Center status from the National Cancer Institute.

(2) For purposes of this subdivision:

(A) “Biopharmaceutical research activities” means those
activities that use organisms or materials derived from organisms,
and their cellular, subcellular, or molecular components, in order

97



SB 359 — 42—

O©Coo~No ok~ wNE

to provide pharmaceutical products for human or animal
therapeutics and diagnostics. Biopharmaceutical activities make
use of living organisms to make commercial products, as opposed
to pharmaceutical activities that make use of chemical compounds
to produce commercial products.

(B) “Other biotechnology research and development activities”
means research and development activities consisting of the
application of recombinant DNA technology to produce
commercial products, as well as research and development
activities regarding pharmaceutical delivery systems designed to
provide a measure of control over the rate, duration, and site of
pharmaceutical delivery.

(f) In the case where the credit allowed by this section exceeds
the “tax,” the excess may be carried over to reduce the “tax” in
the following year, and succeeding years if necessary, until the
credit has been exhausted.

(g) Foreach taxable year beginning on or after January 1, 1998,
the reference to “Section 501(a)” in Section 41(b)(3)(C) of the
Internal Revenue Code, relating to contract research expenses, is
modified to read “this part or Part 10 (commencing with Section
17001).”

(h) (1) For each taxable year beginning on or after January 1,
2000, and before January 1, 2007:

(A) The reference to “2.65 percent” in Section 41(c)(4)(A)(i)
of the Internal Revenue Code is modified to read “one and
forty-nine hundredths of one percent.”

(B) The reference to “3.2 percent” in Section 41(c)(4)(A)(ii) of
the Internal Revenue Code is modified to read *“one and
ninety-eight hundredths of one percent.”

(C) The reference to “3.75 percent” in Section 41(c)(4)(A)(iii)
of the Internal Revenue Code is modified to read “two and
forty-eight hundredths of one percent.”

(2)Foreachtaxableyearbeginning-on-orafterJanuary-1,-2007
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(2) For each taxable year beginning on or after January 1,
2007, Section 41(c)(4) of the Internal Revenue Code, relating to
the election of the alternative incremental credit, shall apply.

(3) Section 41(c)(4)(B) shall not apply and in lieu thereof an
election under Section 41(c)(4)(A) of the Internal Revenue Code
may be made for any taxable year of the taxpayer beginning on or
after January 1, 1998. That election shall apply to the taxable year
for which made and all succeeding taxable years unless revoked
with the consent of the Franchise Tax Board.

(4) Section 41(c)(6) of the Internal Revenue Code, relating to
gross receipts, is modified to take into account only those gross
receipts from the sale of property held primarily for sale to
customers in the ordinary course of the taxpayer’s trade or business
that is delivered or shipped to a purchaser within this state,
regardless of f.0.b. point or any other condition of the sale.

(i) Section 41(h) of the Internal Revenue Code, relating to
termination, shall not apply.

(j) Section 41(g) of the Internal Revenue Code, relating to
special rule for passthrough of credit, is modified by each of the
following:

(1) The last sentence shall not apply.

(2) If the amount determined under Section 41(a) of the Internal
Revenue Code for any taxable year exceeds the limitation of
Section 41(g) of the Internal Revenue Code, that amount may be
carried over to other taxable years under the rules of subdivision
(F), except that the limitation of Section 41(g) of the Internal
Revenue Code shall be taken into account in each subsequent
taxable year.
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SEC. 4. Section 25128 of the Revenue and Taxation Code is
amended to read:

25128. (a) Notwithstanding Section 38006, all business income
shall be apportioned to this state by multiplying the business
income by a fraction, the numerator of which is the property factor
plus the payroll factor plus twice the sales factor, and the
denominator of which is four, except as provided in subdivision
(b) or (c).

(b) (1) If an apportioning trade or business derives more than
50 percent of its “gross business receipts” from conducting one or
more qualified business activities, all business income of the
apportioning trade or business shall be apportioned to this state by
multiplying business income by a fraction, the numerator of which
is the property factor plus the payroll factor plus the sales factor,
and the denominator of which is three.

(€)

(2) For purposes of this section, a “qualified business activity”
means the following:

(A) An agricultural business activity.

(B) An extractive business activity.

)

(C) A savings and loan activity.

4

(D) A banking or financial business activity.

(¢) (1) Notwithstanding any other provision of law, for taxable
years beginning on or after January 1, 2007, a taxpayer that is a
member of an apportioning trade or business may, on behalf of
the apportioning trade or business or a subgroup thereof, elect to
adjust, as provided in paragraph (2), the fraction described in
subdivision (a) or (b), as applicable, by utilizing one of the
following alternative methods:
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(A) (i) In calculating its business income apportioned to this
state, the apportioning trade or business, or a subgroup thereof,
may add an additional sales factor to the numerator of the fraction
described in subdivision (a) or (b), whichever is applicable, and
may increase the denominator of that fraction by one in each
taxable year for each two hundred fifty million dollars
($250,000,000) of qualified expenditures made on or after January
1, 2007.

(if) The apportioning trade or business, or a subgroup thereof,
must submit and certify, with each tax return filed with the
Franchise Tax Board, a summary of the qualified expenditures.

(B) (i) The apportioning trade or business, or a subgroup
thereof, may adjust the property factor and the payroll factor used
in the fraction described in subdivision (a) or (b), whichever is
applicable, as follows:

() Property, otherwise includable in the calculations of the
property factor, as defined in Section 25129, shall be excluded
from the numerator of that property factor if it is in excess of the
value of the taxpayer’s real and tangible personal property owned
or rented and used in this state in the base year.

(I1) (ia) The amount of compensation paid by the taxpayer, in
ataxable year that is in excess of the amount of total compensation
paid in this state in the base year and otherwise includable in the
computations of the payroll factor, as defined in Section 25132,
shall be excluded from the numerator of that payroll factor.

(ib) For purposes of this section, ““compensation in the base
year” does not include extraordinary events such as deferred
compensation payouts or stock option exercises.

(if) The apportioning trade or business, or a subgroup thereof,
must submit and certify, with each tax return filed with the
Franchise Tax Board, a summary of the new investment made in
this state.

(2) (A) On or after January 1, 2007, a taxpayer may elect to
adjust the fraction described in subdivision (a) or (b), whichever
is applicable. The election shall be made by attaching a statement
to the original return identifying the apportioning trade or
business, or a subgroup thereof, specifying the method of adjusting
the apportionment factor as described in subdivision (a) or (b),
and designating the member of the apportioning trade or business,
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or a subgroup thereof, that will be required to submit and certify
the information, as required by paragraph (1).

(B) The election may be terminated either by the taxpayer, with
the permission of the Franchise Tax Board, or by the Franchise
Tax Board, if the taxpayer fails to submit a certification signed by
an officer, as required by paragraph (1). The election shall remain
in effect until terminated.

(C) This subdivision shall not be construed to terminate the
water’s-edge election made by a taxpayer pursuant to Section
25113, nor shall it be construed to allow any change in, or
adjustments to, that election.

(D) The Franchise Tax Board shall prescribe rules and
regulations to implement the provisions of this subdivision.

(d) For purposes of this section:

(1) “Gross business receipts” means gross receipts described in
subdivision (e) of Section 25120 (other than gross receipts from
sales or other transactions within an apportioning trade or business
between members of a group of corporations whose income and
apportionment factors are required to be included in a combined
report under Section 25101, limited, if applicable, by Section
25110), whether or not the receipts are excluded from the sales
factor by operation of Section 25137.

(2) “Agricultural business activity” means activities relating to
any stock, dairy, poultry, fruit, furbearing animal, or truck farm,
plantation, ranch, nursery, or range. “Agricultural business activity”
also includes activities relating to cultivating the soil or raising or
harvesting any agricultural or horticultural commodity, including,
but not limited to, the raising, shearing, feeding, caring for, training,
or management of animals on a farm as well as the handling,
drying, packing, grading, or storing on a farm any agricultural or
horticultural commodity in its unmanufactured state, but only if
the owner, tenant, or operator of the farm regularly produces more
than one-half of the commaodity so treated.

(3) “Extractive business activity” means activities relating to
the production, refining, or processing of oil, natural gas, or mineral
ore.

(4) “Savings and loan activity” means any activities performed
by savings and loan associations or savings banks which have been
chartered by federal or state law.
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(5) “Banking or financial business activity” means activities
attributable to dealings in money or moneyed capital in substantial
competition with the business of national banks.

(6) “Apportioning trade or business” means a distinct trade or
business whose business income is required to be apportioned
under Sections 25101 and 25120, limited, if applicable, by Section
25110, using the same denominator for each of the applicable
payroll, property, and sales factors.

(7) ““Base year’ means the year immediately preceding the year
of election.

(8) ““Qualified expenditures” means, in whole or in part, all of
the following expenditures:

(A) Capital expenditures for real and tangible personal property
located in this state.

(B) Expenses incurred to acquire, develop, or license intellectual
property in this state.

(C) Research and development expenses, as defined in Section
174 of the Internal Revenue Code, incurred in this state.

(D) Expenses incurred to develop, enhance, or maintain real
property and tangible personal property located in this state.

(E) Capitalized rent paid in this state in excess of the prior year.

(F) Compensation and benefits paid to employees in this state
in excess of the prior year.

(G) Payments to independent contractors and payroll companies
for work performed in this state in excess of the prior year.

(H) Training costs incurred in this state.

(I) Costs incurred in providing a basic level of health care to
employees in this state, as defined in the Knox-Keene Act, in excess
of the prior year.

(J) Expenditures incurred in connection with funding research
at a four-year public or private college or university located in
California.

(F-Paragraph-(4)

(9) Subparagraph (C) of paragraph (2) of subdivision-€} (b)
shall apply only if the Franchise Tax Board adopts the Proposed
Multistate Tax Commission Formula for the Uniform
Apportionment of Net Income from Financial Institutions, or its
substantial equivalent, and shall become operative upon the same
operative date as the adopted formula.

)
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(10) In any case where the income and apportionment factors
of two or more savings associations or corporations are required
to be included in a combined report under Section 25101, limited,
if applicable, by Section 25110, both of the following shall apply:

(A) The application of the more than 50 percent test of
subdivision (b) shall be made with respect to the “gross business
receipts” of the entire apportioning trade or business of the group.

(B) The entire business income of the group shall be apportioned
in accordance with either subdivision (a) or (b), as applicable.

(e) The provisions of this section are severable. If any provision
of this section or its application is held invalid, that invalidity shall
not affect other provisions or applications that can be given effect
without the invalid provision or application.

() The amendments made to this section by the act adding this
subdivision shall apply to taxable years beginning on or after
January 1, 2007.

SECHF

SEC. 5. Any governing body of any county, city, or district
that votes to allow the exemption provided in Section 6357.7 of
the Revenue and Taxation Code shall notify the State Board of
Equalization on or before December 1, 2007.

I oot ¢l he definiti o s

SEC. 6. Itis the intent of the Legislature that Section 4 of this
act does not modify the sales factor, as defined in Section 25134
of the Revenue and Taxation Code, used in any special
apportionment formulas contained in the regulations promulgated
by the Franchise Tax Board pursuant to Section 25137 of the
Revenue and Taxation Code.
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2 SEC. 7. This act provides for a tax levy within the meaning of
3 Article IV of the Constitution and shall go into immediate effect.
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